Students\u27 Department by Baumann, H. P.
Journal of Accountancy 
Volume 48 Issue 4 Article 8 
10-1929 
Students' Department 
H. P. Baumann 
Follow this and additional works at: https://egrove.olemiss.edu/jofa 
 Part of the Accounting Commons 
Recommended Citation 
Baumann, H. P. (1929) "Students' Department," Journal of Accountancy: Vol. 48 : Iss. 4 , Article 8. 
Available at: https://egrove.olemiss.edu/jofa/vol48/iss4/8 
This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It 
has been accepted for inclusion in Journal of Accountancy by an authorized editor of eGrove. For more information, 
please contact egrove@olemiss.edu. 
Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these solutions appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official solutions 
of the board of examiners. They represent merely the opinion of the editor 
of the Students' Department.]
Examination in Accounting Theory and Practice—Part II
May 17, 1929, 1 P. M. to 6 P. M.
The candidate must answer all the following questions:
No. 4 (20 points):
From the trial balance following and accompanying data, prepare the bal­
ance-sheet of the X Y Z Company as at December 31, 1928.


















Reserve for doubtful accounts...........................................
Reserve for depreciation—building..................................
Reserve for depreciation—machinery..............................

























(1) Notes receivable discounted aggregate $30,000.
(2) Accounts-receivable account is made up as follows:
Trade accounts—-debit balances $66,000, credit balances, $1,700.
Advances to A B C company in 1910, $10,000.
Advances to officers (collected since December 31, 1928), $500.
Claims (collected since December 31, 1928), $200.
(3) Trade accounts regarded as doubtful of collection, $800.
(4) Treasury notes are pledged to secure notes payable.
(5) Call loans represent temporary investment of funds accumulated to ac­
quire new plant.
(6) Investment—A B C company (100 shares of $100 each) is at cost; market 
value, December 31, 1928, $45,000.
















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































The Journal of Accountancy
(8) Machinery—chiefly manufactured by company and set up at estimated 
cost.
(9) Accounts-payable account includes a debit balance of $2,000, representing 
advance payment on merchandise.
(10) Capital stock:
First preferred—7% cumulative, authorized $300,000, par value $100 
per share.
Common—authorized $400,000, par value $100 per share.
(11) Federal income tax for the year 1928, $25,000.
(12) Dividends declared in December, 1928, payable January 3, 1929:
First preferred stock, $3,500.
Common stock, $2,000.
Solution:
The following comments apply to the required balance-sheet, which appears 
on page 291.
COMMENTS
The accounts receivable ($75,000) shown in the trial balance should be dis­
tributed to accounts receivable—trade, advances to officers, claims and ac­
counts receivable—credit balances. In the balance-sheet, advances to officers 
and claims are shown as current assets because these accounts had been col­
lected. Accounts receivable—credit balances are considered as current liabili­
ties.
The notes receivable discounted are shown in the balance-sheet as a deduc­
tion from the gross amount of notes receivable on hand and discounted, and 
also on the liability side, in short, to direct attention to the contingent liability 
of the company.
The amount of the reserve for doubtful accounts is shown in the trial balance 
at $1,000. This amount, or the amount "regarded as doubtful of collection, 
$800” may be used in the balance-sheet.
The fact that the treasury notes are pledged to secure notes payable is noted 
on the balance-sheet under treasury notes and notes payable.
Although the call loans represent a temporary investment of funds they 
should not be shown as a current asset, as the funds so invested have been set 
aside for a definite purpose, i. e., to acquire a new plant.
The investment in and advances to the ABC company are shown as 
permanent investments.
The cost of land and buildings is separated, and the reserves for depreciation 
are deducted from the assets to which they apply. The bases of the valuations 
of the fixed assets are stated also.
Advance payments on merchandise purchases are treated as current assets 
to be applied against the purchase invoices for shipments of merchandise to be 
made, presumably, in the near future.
Dividends declared in December, 1928, and payable January 3, 1929, are 
current liabilities and are so shown.
No. 5 (10 points):
From the following balance-sheets of companies A and B prepare a con­
solidated balance-sheet, using the figures here presented which appear on the 
books of the respective companies.
Criticize or make recommendations for the correction of the resulting state­
ment, if you think any are required, bearing in mind that for purposes of local 
taxation, company B’s books must show correct results for that company as a unit.




Buildings and machinery................................................... $700,000
Less: reserve for depreciation........................................ 200,000 $500,000
Investment in company B................................................. 100,000
Current assets...................................................................... 150,000
Advances to company B................................................................... 25,000
$775,000
Capital stock—5,000 shares (par value $100)............... $500,000
Current liabilities................................................................ 50,000
Surplus—free....................................................................... $200,000




Buildings (at cost)............................................................... $115,000
Less: reserve for depreciation....................................... 15,000 100,000
Additions to buildings........................................................ $ 25,000









The auditor should recommend that the accounts of both companies be 
classified in sufficient detail to permit charging into separate accounts the vari­
ous elements of property which differ in nature. The accounts of company 
“A” show buildings and machinery, but no information is given concerning the 
land upon which the building is situated. This land may be entirely or partly 
owned, or leased. If the land is owned, it should, of course, be transferred 
to a land account.
The trial balance of company “B” shows accounts for land, buildings (at 
cost), and additions to buildings, but no information is given concerning any 
machinery and equipment. Data regarding the building additions are desir­
able, if for no other purpose than to check the depreciation reserves which 
show an accumulated reserve of 20 per cent. as against 13+ per cent. for the 
buildings. As the buildings of company “B ” are valued “at cost ” it might be 
inferred that the other fixed assets are valued on some bases other than cost.
In the following consolidated balance-sheet the fixed assets of both com­
panies are combined in one account which is called “Land, buildings and 
machinery.” It would be permissible to substitute the supplementary state­
ment appended to the balance-sheet for this and the combined reserve-for- 
depreciation accounts.
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Because of insufficient information, it is assumed that the investment of 
$100,000 represented the book value of company “B” at the date of its pur­
chase by company “A,” and that the surplus of $10,000 shown in the balance- 
sheet of company “B” represents its earnings since the date of purchase.
If financial statements were necessary for purposes of local taxation, those of 
company “B” should be used, and not the consolidated balance-sheet.
Working papers appear on page 294.




Land, buildings and machinery (see below)..................... $850,000
Less: reserves for depreciation...................................... 220,000 630,000
$790,000
Liabilities and net worth
Current liabilities................................................................
Net worth:
Capital stock (5,000 shares, par value $100 each)...
Surplus.......................................................... $210,000






Available data of fixed assets and reserves for depreciation: 
Reserve
Company Company for depre- 
A B ciation
Land.............................................. $ 10,000
Buildings (at cost)...................... 115,000 $ 15,000
Additions to buildings............... 25,000 5,000







Totals........................................ $700,000 $150,000 $220,000 $630,000
Illinois Examination Question
The following is an estate problem given by University of Illinois, board of 
examiners in accountancy, in the examination in theory of accounts and 
practical accounting, part II, November 23, 1928:
Problem:
The books of the Prestigo Estate were audited for the year ending October 
31, 1927, by certified public accountants. Their balance-sheet at that date, 
which follows, was found by you to agree with the books.
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Prestigo Estate
Balance-sheet, October 31, 1927
Assets
Cash—income account..................................................................... $ 15,146.25
Cash—estate account....................................................................... 6,498.11
Notes receivable................................................................................ 10,050.00
Investments in stocks...................................................................... 385,256.20
Investments in bonds....................................................................... 188,334.82
Investments in real property.......................................................... 67,431.51
Prepaid insurance.............................................................................. 10.86
Furniture and fixtures (less depreciation reserve $856.20)........ 2,510.01
Total assets.................................................................................... $675,237.76
Liabilities and net worth
Due income beneficiary.................................................................... $ 15,146.25
Accounts payable.............................................................................. 586.01
Estate account—value at death in 1913....................................... 464,965.22
Net income to April 30, 1926......................................................... 201,555.17
Net loss—fiscal year 1926-27.......................................................... 7,014.89*
$675,237.76
 * Red.
Shortly after October 31, 1928, you are called in to conduct the audit for the 
fiscal year 1927-28. You find that the annual audit is provided for in the will 
and is to be paid from principal. The will also provides that principal and 
income are to be distinguished according to the usual custom in estate ac­
counting; namely, that profits or losses from the disposition of assets belong to 
principal rather than income. However, the will directs that depreciation on 
rented real estate be charged against the income therefrom. Your investiga­
tion leads you to conclude that the balance-sheet prepared last year is correct.
Wilberta Prestigo is the life tenant and one of the two trustees appointed by 
the will, the other being J. Burton Wade, the family counselor. It is mutually 
understood between the two trustees that Mrs. Prestigo shall have the books of 
account kept under her direction and that Mr. Wade’s responsibility will be 
met by having reliable auditors review the books of account each year. The 
arrangement has remained thus since 1913, when Mr. Prestigo died. At 
October 31, 1928, you find the trial balance to be:
Account Debit Credit
Cash—First National Bank.................................. $ 5,265.23
Cash—Central Trust Company........................... 872.56




Investments in real property................................ 134,757.01
Prepaid insurance................................................... 14.22
Furniture and fixtures............................................ 3,366.21
$ 247.10
Reserve for depreciation of furniture and fixtures 


















Worthless securities................................................ $ 8,251.60
Office expenses......................................................... 385.10
Depreciation—furniture and fixtures.................. 168.30
Real-estate taxes..................................................... 586.01
Payments to income beneficiary—November 18, 
1927................................................................... 15,146.25
May 25, 1928........................................................... 15,245.70
$719,071.54 $719,071.54
Cash deposits have not been separated as between principal and income. 
Notes receivable at October 31, 1927, consisted of:
Demand loan to Wilberta Prestigo (no interest charged) $10,000.00
Curto Patex—a lessee—note covering past-due rent... 50.00
Total at October 31, 1927...................................................... $10,050.00
During 1927-28, Mrs. Prestigo withdrew additional funds from the estate 
and gave additional non-interest-bearing demand notes amounting to $12,450. 
Curto Patex paid $25 on his note.
Two changes occurred in the stocks during the fiscal year 1927-28. Two 
hundred and forty shares out of four hundred fifty shares of Pasquinade Motor 
Company common were sold for $48,000.00, the details following:
of 50%
Date of No. of Value Selling
acquisition shares at death price How acquired
1913 240 $24,000 $48,000 At death
1913 60 6,000 At death
1916 150 Stock dividend
Stock of the Dejected Oil Sales Company was written off as worthless; it had 
cost $8,251.60 in 1915.
Twelve $1,000 bonds which had been purchased in 1920 at par were redeemed 
at 101 and accrued interest of $45.00.
At October 31, 1927, real-estate investments consisted of:
Business property (at cost less depreciation)................. $52,765.88
Prestigo family residence (value at death)..................... 14,665.63
Total at October 31, 1927............................................. $67,431.51
An addition of $68,525.50 is accounted for by the fact that in January, 1928, 
a contract for the purchase of a certain business corner was entered into, the 
total consideration being $268,000. Title was taken in the name of Prestigo 
Building, Inc., a building corporation, and stock of 2,678 shares was issued to 
the estate, one share to Mr. Wade, and one share to Fortescue Prestigo, a total 
of 2,680 shares, which was the authorized issue. One fourth of the purchase 
price was paid down and $1,525.50 was paid for legal and transfer fees; the 
balance is represented by a first mortgage of $134,000 due in full April 1, 1935, 
and seven notes, maturing serially, beginning with April 1, 1929, the first for 
$7,000 and the balance for $10,000 each, interest at 6% payable semi-annually. 
The notes are endorsed personally by Mrs. Prestigo, as trustee, although the 
building corporation is the maker, and are further secured by certain stocks 
belonging to Mrs. Prestigo. In the will creating the trust, you find, among 
other provisions:
“. . . and at no time shall more than twenty per cent. (20%) of the 
assets of said estate consist of real-estate investments ...”
Trustee Wade informs you that his signature, as trustee, has not yet been 
297
The Journal of Accountancy
secured on the mortgage or on the notes, but asks you to prepare your state­
ments as though he had done so, appending such qualifications as you deem 
necessary. Depreciation on rented properties, credited directly to the asset 
account, was $1,200 for 1927-28, and has been charged to rent expense.
In past years depreciation on furniture and fixtures has been divided equally 
between principal and income. The same division has been made of office 
expenses. Federal taxes apply only to principal, since all current income is 
distributed; local taxes are charged to both principal and income on the basis 
of 3/4 and 1/4, respectively. This proration seems fair.
Local taxes now due and not expressed on the books total $610.24; accrued 
federal taxes on principal income are $1,249.74.
Prepare, from the above information, (1) a balance-sheet, (2) a statement of 
cash receipts and disbursements in which principal and income are distin­
guished, (3) a working trial balance on which columns for beneficiary’s income, 
estate income and balance-sheet appear, and a list of explanations accompany­
ing the adjustments which you deem necessary. In case a certificate is asked 
for, what qualifications will be necessary?
Solution:






To record gain on sale of 240 shares of stock 
of Pasquinade Motor Company.
Seiling price 240 shares.................. $48,000.00
Cost of stock sold—240/45OX
$30,000 (cost of the 450 shares) 16,000.00
$32,000.00




Premium on bonds redeemed................................
To record the interest received and the pre­
mium on bonds redeemed.
(3)
Investment in Prestigo Building, Inc...................... 268,000.00
Prestigo Building, Inc.............................................
To record the investment in Prestigo Building, 
Inc.
(4)
Prestigo Building, Inc................................................. 68,525.50
Investments in real property................................
To transfer one fourth of the purchase price 
($67,000) and legal and transfer fees ($1,525) 
paid on account of Prestigo Building, Inc., and 



















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































 21,884.28 21,884.28 $719,071.54 $719,071.54 $423,978.44 $423,978.44 $42,607.18 $42,607.18 $32,120.00 $32,120.00 $918,809.85 $918,809.85
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(5) 
Local taxes.................................................................... $ 610.24
Accrued local taxes.................................................. $ 610.24
To record accrued local taxes now due.
(6)
Federal taxes on income............................................. 1,249.74
Federal income taxes payable............................... 1,249.74
To record accrued federal taxes on income.
(7)
Demand loan—Wilberta Prestigo............................ 22,450.00
Notes receivable...................................................... 22,450.00
To transfer demand loans of Wilberta Prestigo.
(8)
Due income beneficiaries—Oct. 31, 1927................. 15,146.25
Payments to income beneficiary, Nov. 18, 1927 15,146.25
To transfer payment of Nov. 18, 1927, to
liability account.
(9)
Due income beneficiaries—Oct. 31, 1928................ 15,245.70
Payments to income beneficiary—May 25, 1928 15,245.70
To record payment of May 25, 1928, as advance 





To transfer payment of real-estate taxes to 
liability account.
No definite rule can be laid down in respect to any gain or loss on assets pur­
chased by the trustee. In this solution the loss on the stock of the Dejected 
Oil Sales Company, purchased in 1915 for $8,251.60, was charged against the 
estate income, and the gain arising from the redemption of the bonds pur­
chased in 1920 was credited to that income.
The estate income as shown in the working papers may be checked by com­
puting the amount of federal taxes, which is given in the problem as $1,249.74.
Estate income, per working papers.. $21,884.28
Add: income taxes deducted..............  1,249.74











Amount taxable at 11/2%.......................................... $ 4,000.00 $ 60.00
Amount taxable at 3%.............................................. 4,000.00 120.00
Amount taxable at 5%.............................................. 13,634.02 681.70






Balance-sheet, October 31, 1928
Assets
Cash— 
Income account................................................. $ 20,855.13
Less: overdraft—estate account.......................... 14,964.44 $ 5,890.69
Consisting of balances in: 
First National Bank................................. $ 5,265.23
Central Trust Company............................... 872.56
Total........................................................... $ 6,137.79
Less: overdraft—Sheridan Trust and Sav­
ings Bank............................................... 247.10
Balance....................................................... $ 5,890.69
Non-interest-bearing demand notes— 
Curto Patex........................................................ $ 25.00




Real estate—business property 
(cost less depreciation) ...... $51,565.88
Prestigo family residence, (value 
at death)................................. 14,665.63 66,231.51
Prestigo Building, Inc., stock (100% owned— 
see subscription per contra)......................... 268,000.00 871,570.93
Prepaid insurance...................................................... 14.22
Furniture and fixtures............................................... $ 3,366.21
Less: reserve for depreciation................................... 1,024.50 2,341.71
$902,292.55
301
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Liabilities and estate balances
Estate account overdraft (see contra).................... $ 14,964.44
Accrued local taxes...................................................
Federal income taxes payable.................................
Stock subscription payable (see investment in







Due income beneficiary: 
Balance, November 1, 1927 ..... $15,146.25
Income for year ended October
31, 1928...................................... 34,813.99 $ 49,960.24
Less: withdrawals.................................................. 30,391.95 19,568.29
Estate account: 
Balance, November 1, 1927..............................





The investment in Prestigo Building, Inc., represents a subscription for all 
the stock in the company, which has been issued to the estate, except for direc­
tors’ qualifying shares. It is expected that the estate will be called upon to pay 
the balance due on the stock by furnishing funds to pay the company’s mort­
gage on the building for $134,000 due April 1, 1935, and its notes which mature 
serially beginning April 1, 1929, the first for $7,000 and the balance for $10,000 
each, interest at 6% payable semi-annually.
The notes are endorsed by Mrs. Prestigo, as trustee, and are further secured 
by certain stocks belonging to Mrs. Prestigo.
The trust as created by the will limited real-estate investments to twenty 
per cent. (20%) of the assets. The investment in the Prestigo Building, Inc., 
violates this provision, for the investment in this stock represents a real-estate 
investment.
With the footnotes suggested above appended to the balance-sheet, the audi­
tor could give an unqualified certificate.
Prestigo Estate
Cash account, November 1, 1927, to October 31, 1928
Receipts
Balances, November 1, 1927...........
Received on note—Curto Patex.... 














Bonds redeemed............................. .. $12,000.00 $ 12,000.00
Premium on bonds redeemed . . . 120.00 120.00
Dividends received........................ $13,670.00 13,670.00
Interest received........................... 10,270.00 10,270.00
Rents received............................... 18,667.18 18,667.18
Total receipts............................. .. $66,643.11 $57,753.43 $124,396.54
* Overdraft.
Loans on notes—Mrs. Prestigo .... 






Legal and transfer fees.................... 1,525.50 1,525.50
Rent expense..................................... $ 6,163.93 6,163.93
Increase on prepaid insurance........ 3.36 3.36
Office expense..................................... 192.55 192.55 385.10
Real-estate taxes............................... 439.50 146.51 586.01
Payment to beneficiary— 
November 18, 1927................... 15,146.25 15,146.25
May 25, 1928................................. 15,245.70 15,245.70
Total disbursements................. $81,607.55 $36,898.30 $118,505.85




Sheridan Trust and Savings Bank
Total...............................................
$5,265.23
872.56
247.10*
$5,890.69
303
